The AAV Companies 
1976Annual Report to Shareholders 

Vending/Food Service 

and 

Wholesaling 



companies 








r 



The AAV Companies is a Vending/Food Service and Wholesale Product 
Distribution company. Our Vending I Food Service 
business encompasses a broad range of capabilities. 

Machines providing candy, snacks, tobacco products, 
hot and cold beverages, freshly prepared foods, music 
and entertainment offer instant convenience and 
satisfaction at thousands of locations where people 
work, socialize or otherwise gather. Banks of vending 
equipment provide wholesome, tasty meals to vast 
numbers of people. Specialized AAV food services meet 
the varied daily nutrition requirements of groups such as 
school children and the elderly. Wholesale Product 
Distribution activities channel tobacco items, candies, 
snacks, soft drinks, proprietary drugs, paper products 
and other items to retail customers including drug and 
supermarket chains, independent food and tobacco 
stores and convenience stores. A specialized facet 
'of this activity is the distribution nationally of feminine 
hygiene products for sale through vending equipment. 














































































































































Year at a Glance 


Years Ended February 29/28 


Sales . 

Earnings Before Income Taxes. 

Income Taxes. 

Net Earnings . 

Earnings Per Common and Common Equivalent Share (A) . 

Shareholders' Equity. 

Shareholders' Equity Per Share. 

Common and Common Equivalent Shares Outstanding (A) 


1976 

1975 

$94,165,346 

$95,552,291 

3,363,687 

3,382,298 

1,547,000 

1,632,500 

1,816,687 

1,749,798 

1.44 

1.38 

19,350,713 

17,889,678 

15.35 

14.12 

1,260,792 

1,266,807 


(A) Calculated in accordance with Opinion #15 of the Accounting Principles Board. 


Dividend Payments 


Common Stock Price Range 


1st 

Quarter . 

1976 

.... 6V*4 

1975 

6 1 /* 4 

Traded on the American Stock Exchange — 

1976 

Symbol AAV 

1975 

2nd 

Quarter 

.... 7 4 

6V*4 

1st Quarter . 

. 3% - 6 

4% - 53/4 

3rd 

Quarter 

.... 7 4 

6V*4 

2nd Quarter . 


4 3 /s - SV2 

4th 

Quarter 

.... 7 4 

6V* 4 

3rd Quarter . 

. 4*/s - 5 3 /* 

3 Vs - 4 3 /4 


Total . . 

.... 27V*4 

25t 

4th Quarter . 

CO 

1 

^eo 

** 

2% - 4 3 /s 
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To Our Shareholders 


Louis B. Golden 
Chairman 


Record earnings and earnings per share were achieved 
by AAV in fiscal 1976 for the fifth consecutive year. 

Sales declined nominally from the record level of 
the previous year due primarily to the continuation of 
the company's program of selectively eliminating 
volume which, after intensive effort, failed to meet 
corporate goals of profitability and to conditions in the 
overall economy such as high unemployment. 

Earnings improved four percent despite rising costs of 
many of the products we sell. These higher costs 
further pressured results for the year, compounding the 
negative effect of reduced consumer spending and 
restricted industrial output. For example, cigarette 
prices were raised by manufacturers in November 1975, 
the third major price increase in an 18-month period. 
These represented the largest percentage increase in the 
price of cigarettes for any similar period in the history 
of our business. 

We had to respond to this situation immediately. 
Recognizing that higher prices at the vending machine 
cause consumer buying resistance, we implemented 
two plans. 

First, we renegotiated contracts with various cus¬ 
tomers in an effort to offset increases without the 
necessity of raising prices to consumers. Second, and as 
a last alternative, we implemented selective price 
adjustments. While we did experience sharp consumer 
resistance to the higher prices, there is some evidence 
that this is abating. 

Volume was restricted further last year by the 
reduced mobility of the population . . . people were 
staying home for economic reasons and thus had 
reduced exposure to our equipment, much of which 
is in public locations. 
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The segment of our business serving industry 
continued to be affected by lower production output 
which meant fewer people working and reduced 
use of vending machines and industrial cafeterias. 

It is gratifying that in the face of problems like these, 
AAV continued its pattern of record earnings. 

Outperforming the Industry 

In reviewing the Vending/Food Service industry we 
are pleased that AAV performed better than the 
industry in general. These past few years unquestion¬ 
ably reflect the worst economic period in U.S. history 
since the depression. Yet in this period, AAV 
! consistently improved profits. This is the result, we 
believe, of having refined our operations and of 
concentrating on the businesses which we know. 

Our obligation as a vending organization is to pro¬ 
vide convenience to large numbers of consumers where- 
ever they gather. Our goal is to serve profitably those 
locations where people are most likely to take advantage 
of the convenience of automatic merchandising. 

We utilize more than 20,000 cigarette, candy, snack, 
beverage, food, music and amusement machines to 
serve locations in Ohio, Michigan, Kentucky, Florida 
and Indiana. 

Food Service Potential 

Despite the slow-down in industrial food service last 
year, we believe there is excellent potential for growth 
in many of the segments of the food service business 
. . . industrial, institutional, school feeding and senior 
citizen programs. Another plus factor is the consumer's 
growing awareness of good nutrition. No longer is 
it enough simply to provide something good to eat . . . 
consumers are becoming concerned with nutritional 
value recognizing the health aspects of what is served 
and what is offered to their families. 
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Many governmental and private organizations are 
attempting to establish "standards" for good nutrition, 
yet to date there is no comprehensive national policy. 
Unfortunately, these efforts seem to encourage diet fads 
and fantasy that are of increasing concern to the 
professional nutritionist. 

AAV Nutrition Policy 

Prompted by the confusion over conflicting criteria 
for balanced, nutritious meals and the apparent in¬ 
ability of experts to agree to specific requirements, AAV 
has developed its own Affirmative Nutrition Policy. 

We are concerned with good nutrition. Our policy is 
designed to counter the critics who claim that the menu 
offered by the Vending/Food Service operator fails to 
meet adequate nutrition levels. It is a guideline to good 
nutrition to be used by our food service specialists. 

In food locations operated by AAV, a patron can 
obtain a well-balanced meal and we actively encourage 
the selection of items from the basic four: meat, 
dairy, grain and vegetable. 

The special problem of encouraging elementary 
school children and the elderly to eat properly led us 
to the creation of Mr. Nutrition the Magician. 

Using magic to obtain the attention of his audience, 
Mr. Nutrition proceeds to intertwine a nutrition mes¬ 
sage with his act. His performance corresponds with 
this message so that a discussion of vitamins falls 
naturally during an illusion in which "A's", "B's" and 
"C's" appear out of thin air. 

The program was developed initially for our elemen¬ 
tary school feeding locations. However, Mr. Nutrition 
was invited to appear at locations where we have 
lunch programs for senior citizens. Many adults, 
particularly those on limited budgets or living in an 
environment where they don't have access to a kitchen, 
have poor diets. 
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Mr. Nutrition's programs have been well received 
and hopefully serve as a reminder that good diet is 
important at any age. 

AAV also has established Nutrition News. This 
publication offers a wide variety of information about 
diet, nutrition and developments in the food industry. 

It is distributed to clients and potential clients and 
copies are made available for their employees. 

Broad Capability 

These are just some of the programs we have 
underway which demonstrate our involvement in the 
complex field of nutrition. 

As a Vending/Food Service operator, we have 
extensive experience in meeting the feeding needs of 
many different types of locations. Feeding programs 
include banks of machines which offer a wide selection 
of food choices and complete meals; combination 
automatic feeding equipment and cafeteria lines; and 
complete cafeterias manned by a location staff 
trained by our food specialists. 

AAV dietitians and other food experts combine 
high quality ingredients and modern food technology 
to provide nutritious, satisfying food selections. 

Nutrition awareness has brought about the intro¬ 
duction of new food products for the vending 
machine food market and this could have a beneficial 
impact on the growth of the feeding business. 

In a recent issue of Barron's, it was pointed out 
that estimates show contract feeders "have tapped 
only 20% of the $4.8 billion hospitals spend each year 
on all food service. Another observer believes that 
while outside contractors account for 75% of the $4.7 
billion plant and factory market, they still have 95% 
to go in the $3 billion public school outlets. Vendors 
expect to win an increasing share of such institutional 
patrons as they prove that they can run things better 
because of their know-how." 
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AAV has proven skills in providing quality 
contract feeding services and we expect to increase 
our share of these important markets. 

Wholesale Product Distribution 

More than 30 years ago, AAV entered the whole¬ 
saling business as a natural addition to our Vending/ 
Food Service operations. There is significant similarity 
in the product lines and purchasing requrements of 
these businesses. Major lines are tobaccos, candies, 
health and beauty aids and paper goods. Since 1971 our 
wholesaling volume has increased 412 percent and in 
the fiscal year just concluded, it represented 58 percent 
of total sales. 

AAV's wholesaling business is centered in 
Cleveland, Ohio, Washington, D.C., and Beaver Falls, 
Pennsylvania. In addition to our typical business in 
these cities, we operate two cash and carry wholesale 
branches in Cleveland serving the small local retailer. 

We purchased a business in Beaver Falls in fiscal 
1975 and now are preparing to move this company's 
operations into a new 12,000-square-foot, one-story 
building which will enable it to increase volume and 
operate more efficiently. 

Feminine hygiene products represent an important 
portion of AAV's wholesaling activity. These products 
are distributed nationally for sale through vending 
machines which are maintained and serviced by the 
locations which purchase them. 

In Summary 

Our major objective in the past two years was to find 
the correct combination of actions that would enable 
us to continue our earnings progress without interrup¬ 
tion. This was accomplished. Now we are prepared 
to take a more aggressive posture with respect to those 
activities which could produce more rapid growth. 
These include acquisitions in the Vending/Food Service 
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business and the Wholesaling field in geographic 
areas new to the company and the consideration of 
other business ventures which could be integrated 
readily into our existing corporate structure. 

AAV's five year performance of record earnings 
when the economy was under great pressure demon¬ 
strates the ability and the commitment of the company 
and its employees. The economy is expected to be 
better in the year now underway with industrial 
production and consumer spending already beginning 
to improve. We anticipate corresponding gains in 
our business and, based on our proven performance 
over the past decade, we are optimistic that AAV 
will continue its record growth in fiscal 1977. 

Sincerely, 



Louis B. Golden 
Chairman 



Robert S. Reitman 
President 


May 21,1976 
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Sales 



Net Earnings 


2 Millions of Dollars 



72 73 74 75 76 


Net Earnings Per Share 



Notes to the Five Year Summary of Operations 

The Company does not maintain records which allocate its selling and other 
expenses to each of its lines of business. Certain expenses, however, principally 
selling and customer servicing, are proportionately higher for Vending/Food 
Services than for Wholesaling and therefore the percentage contribution of each 
line of business to net income is not proportionate to its contribution to 
gross profit. Management believes all lines of business are profitable. 
The only separate class of similar products or services which accounted for 10% 
or more of sales is wholesaling of tobacco products, confections, proprietary drugs, 
and sundries and related items which accounted for the following percentages of 
sales: 1976 — 55%, 1975 — 53%, 1974 — 52%, 1973 — 45%, and 1972 — 22%. 
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Five Year Summary of Operations and Financial Position 

Years ended February 29/28 1976 1975 1974 1973 1972 

Sales: 


Vending/Food Services. $39,039,800 

Wholesale. 54,999,446 

Other . 126,100 

$94,165,346 

Cost of Sales: 

Vending/Food Services. 20,114,069 

Wholesale. 50,188,815 

Other . 8,467 

70,311,351 

Selling, administrative and other 

operating expenses . 18,469,285 

Interest expense. 692,924 

Income taxes. 1,547,000 

Net Earnings. $ 1,816,687 

Earnings per common and common $ 1.44 

equivalent share. 

Cash dividends per share. $ .27Va 

Current assets. $14,292,306 

Current liabilities. 6,439,842 

Working capital. 7,852,464 

Fixed assets - net. 11,262,159 

Other assets. 10,266,259 

Total. 29,380,882 

Long-term debt and deferred credits .. 10,030,169 

Shareholders' equity. $19,350,713 

Shareholders'equity per share. $ 15.35 

Common and common equivalent 

shares outstanding. 1,260,792 


$40,849,231 

$40,479,164 

$37,054,148 

$34,970,383 

54,564,386 

51,568,319 

35,558,772 

12,774,444 

138,674 

145,418 

181,641 

79,128 

$95,552,291 

$92,192,901 

$72,794,561 

$47,823,955 

21,129,843 

21,829,279 

20,173,965 

19,459,575 

49,814,110 

47,116,986 

32,015,936 

10,118,515 

19,095 

13,436 

12,083 

9,235 

70,963,048 

68,959,701 

52,201,984 

29,587,325 

18,987,739 

17,919,697 

15,465,147 

13,797,275 

829,060 

750,270 

645,455 

627,920 

1,632,500 

1,374,500 

1,316,700 

1,064,000 

$ 1,749,798 

$ 1,690,822 

$ 1,548,185 

$ 1,308,362 

$ 1.38 

$ 1.32 

$ 1.16 

$ .99 

$ .25 

$ .21V4 

$ .20 

$ .20 

$13,812,822 

$12,285,107 

$10,642,728 

$ 8,032,436 

6,333,678 

7,295,646 

5,723,689 

4,457,033 

7,479,144 

4,989,461 

4,919,039 

3,575,403 

11,288,615 

11,927,817 

11,521,139 

10,827,465 

10,169,870 

10,055,126 

9,964,480 

9,367,620 

28,937,629 

26,972,404 

26,404,658 

23,770,488 

11,047,951 

10,467,339 

11,203,981 

9,862,126 

$17,889,678 

$16,505,065 

$15,200,677 

$13,908,362 

$ 14.12 

$ 12.90 

$ 11.36 

$ 10.53 

1,266,807 

1,279,402 

1,338,637 

1,320,446 
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Management's Discussion and Analysis of the Summary of Operations 


To enable investors to understand and eval¬ 
uate material periodic changes in the various 
items of the foregoing summary of operations, 
the following information is provided. 

1976 Compared to 1975 

Sales decreased nominally primarily due to 
the continuation of the policy of eliminating 
sales which did not meet profit objectives and 
replacing them with sales yielding higher 
profit margins. 

Interest expense decreased $136,136 or 16.4% 
reflecting lower interest rates prevailing during 
fiscal 1976 on the Company's bank loan on 
which interest is tied to the prime commercial 
lending rate. 

Income taxes decreased primarily due to an 
increase in investment tax credits resulting from 
increased equipment purchases and an increase 
in the amount of the credit from 7% to 10%. 

1975 Compared to 1974 

Sales increased by $3,359,390 or 3.6%. 

The increase in sales occurred primarily in the 
tobacco wholesaling divisions. Beaver Falls 
Candy & Cigar Co. which was acquired at the 
beginning of fiscal 1975 contributed sales of 
approximately $6,900,000. Total sales increased 
less than this amount, however, primarily 


because the Company followed a policy during 
the year of eliminating sales which did not 
meet profit objectives and replacing them with 
sales yielding higher profit margins. 

Interest expense increased $78,790 or 10.5% 
reflecting higher interest rates prevailing dur¬ 
ing fiscal 1975 on the Company's bank loan on 
which interest is tied to the prime commercial 
lending rate. 

Income taxes increased $258,000 or 18.8%. 
Of this, $152,148 was the tax at the expected 
normal Federal income tax rate of 48% on the 
increase of $316,976 in earnings before taxes on 
income and $46,622 was due to a decrease in 
investment credit reflecting a planned slowdown 
in fixed asset purchases. 

The Company changed its basis of determining 
cost for cigarette inventories in 1975 from the 
first-in, first-out (FIFO) to the last-in, first-out 
(LIFO) method. The change was adopted in 
order to more accurately match cigarette revenues 
with related costs. The price charged for 
cigarettes by the manufacturers increased twice 
during fiscal 1975. These cost increases were 
reflected in higher selling prices of cigarettes by 
the Company at both the wholesale and retail 
levels. The adoption of LIFO decreased reported 
earnings by $99,700 ($.08 per share) compared 
to earnings under the previously used FIFO 
cost method of valuing inventories. 


10 







The AAV Companies 

Consolidated Statements of Earnings 


Years ended February 29, 1976 and February 28, 1975 

1976 

1975 

Revenues: 



Sales. 

. $94,165,346 

95,552,291 

Other income . 

. 301,089 

249,453 


94,466,435 

95,801,744 

Cost and expenses: 



Cost of merchandise sold. 

. 70,311,351 

70,963,048 

Selling, administrative and other 



operating expenses. 

. 18,469,285 

18,987,739 

Depreciation and amortization. 

. 1,932,913 

1,982,703 


90,713,549 

91,933,490 

Earnings from operations. 

. 3,752,886 

3,868,254 

Other expense (income), net: 



Interest expense . 

. 692,924 

829,060 

Miscellaneous, net . 

. (303,725) 

(343,104) 


389,199 

485,956 

Earnings before taxes on income. 

. 3,363,687 

3,382,298 

Income taxes (note H): 



Current . 

. 1,547,000 

1,552,000 

Deferred . 


80,500 


1,547,000 

1,632,500 

Net earnings . 

. $ 1,816,687 

1,749,798 

Earnings per common and common 



equivalent share (note J). 

. $1.44 

1.38 


See accompanying notes to consolidated financial statements. 
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The AAV Companies 

Consolidated Balance Sheets 

February 29, 1976 and February 28, 1975 1976 1975 


Assets 

Current assets: 

Cash (including short-term cash investments of 

$599,553 in 1976 and $298,988 in 1975). $ 2,032,739 2,565,083 

Trade receivables. 3,467,447 3,054,259 

Other advances and receivables. 328,845 252,564 

Merchandise inventories (note B) . 6,062,836 5,577,654 

Advances on customer commissions. 1,676,854 1,625,396 

Prepaid expenses . 723,585 737,866 

Total current assets. 14,292,306 13,812,822 

Other assets (note D). 1,027,337 918,784 


Property and equipment (note D): 

Land, buildings and improvements. 4,917,307 4,831,964 

Vending equipment. 17,246,635 16,299,477 

Other equipment . 3,115,506 2,836,882 

25,279,448 23,968,323 

Less accumulated depreciation and amortization. 14,017,289 12,679,708 

11,262,159 11,288,615 

Intangibles (note C) . 9,238,922 9,251,086 


$35,820,724 35,271,307 
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1976 


1975 


Liabilities and Shareholders' Equity 

Current liabilities: 

Current portion of long-term debt (note D). $ 996,880 

Trade accounts payable. 3,735,832 

Other payables and accrued expenses. 1,704,317 

Income taxes payable. 2,813 

Total current liabilities. 6,439,842 

Long-term debt (note D): 

Notes payable to banks. 2,306,010 

Notes payable to others. 3,291,215 

Capitalized lease obligations. 3,960,000 

9,557,225 

Less current portion shown above. 996,880 

8,560,345 

Deferred taxes on income. 1,328,419 

Reserve for lease commitment (note E). 141,405 


Shareholders' equity (note F): 

Serial preferred shares without par value. 

Authorized 200,000, no shares issued ., 
Common shares, no par value. Authorized 


3,000,000, issued 1,372,715 . 686,358 

Additional paid-in capital. 4,287,999 

Retained earnings (note D). 15,196,870 

20,171,227 

Less cost of common shares held in treasury 

(113,837 in 1976 and 109,837 in 1975). 820,514 

19,350,713 

Commitments (note I) 


$35,820,724 


1,023,828 

3,463,718 

1,534,695 

311,437 

6,333,678 

2,724,649 

3,801,450 

4,055,000 

10,581,099 

1,023,828 

9,557,271 

1,333,945 

156,735 


686,358 

4,277,354 

13,723,480 

18,687,192 

797,514 

17,889,678 


35,271,307 


See accompanying notes to consolidated financial statements. 
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The AAV Companies 

Consolidated Statements of Changes in Financial Position 


Years ended February 29, 1976 and February 28, 1975 1976 


Sources of working capital: 

Net earnings. $ 1,816,687 

Charges (credits) to earnings which do not require 
working capital: 

Depreciation and amortization: 

Property and equipment. 1,888,618 

Intangibles. 44,295 

Mortgage loan expense. 18,286 

1,951,199 

Net loss (gain) on disposal of property and equipment .... (15,260) 

Increase in deferred income taxes. — 

Compensation recorded under Performance Share 

Option Plan. 10,645 

Working capital provided by operations. 3,763,271 

Proceeds from sale of property and equipment. 128,614 

Proceeds from additions to long-term debt. — 

Total sources of working capital. 3,891,885 

Uses of working capital: 

Cash dividends. 343,297 

Purchase of treasury shares. 23,000 

Purchase of property and equipment. 1,975,516 

Current installments and repayment of long-term debt. 996,926 

Goodwill and other intangibles purchased. 32,131 

Rent and other expenses under lease commitment (note E). 15,330 

Other, net. 132,365 

Total uses of working capital. 3,518,565 

Increase in working capital. $ 373,320 


1975 


1,749,798 


1,950,268 

32,435 

20,022 

2,002,725 

1,356 

90,695 


3,844,574 

219,496 

1,453,750 

5,517,820 


316,935 

48,250 

1,531,918 

948,312 

188,725 

15,521 

(21,524) 

3,028,137 

2,489,683 
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1976 


1975 


Changes in components of working capital: 

Increase (decrease) in current assets: 

Cash. $ (532,344) 

Trade receivables. 413,188 

Other advances and receivables. 76,281 

Merchandise inventories. 485,182 

Advances on customer commissions. 51,458 

Prepaid expenses . (14,281) 

479,484 

Increase (decrease) in current liabilities: 

Current portion of long-term debt. (26,948) 

Short-term notes payable. — 

Trade accounts payable. 272,114 

Other payables and accrued expenses. 169,622 

Income taxes payable. (308,624) 

106,164 

Increase in working capital. $ 373,320 


1,302,510 

172,068 

(65,648) 

303,128 

(219,210) 

34,867 

1,527,715 

140,700 

( 1 , 000 , 000 ) 

(270,207) 

(132,478) 

300,017 

(961,968) 

2,489,683 


See accompanying notes to consolidated financial statements. 
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The AAV Companies 

Consolidated Statements of Shareholders' Equity 

Years ended February 29, 1976 and February 28, 1975 



Common 
shares, no 

Additional 

paid-in 

Retained 

Treasury 


par value 

capital 

earnings 

shares 

Balance at February 28, 1974 . 

. . . $686,358 

4,277,354 

12,290,617 

749,264 

Net earnings. 


— 

1,749,798 

— 

Cash dividends, $.25 per share. 


— 

(316,935) 

— 

Common shares purchased, 9,650 shares . . . 


— 

— 

48,250 

Balance at February 28,1975 . 

. . . 686,358 

4,277,354 

13,723,480 

797,514 

Net earnings. 


— 

1,816,687 

— 

Cash dividends, $.27V4 per share. 


— 

(343,297) 

— 

Common shares purchased, 4,000 shares . . . 

— 

— 

— 

23,000 

Compensation recorded under 

Performance Share Option Plan. 


10,645 



Balance at February 29, 1976 . 

. . . $686,358 

4,287,999 

15,196,870 

820,514 


See accompanying notes to consolidated financial statements. 
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The AAV Companies 

Notes to Consolidated Financial Statements 

February 29, 1976 and February 28, 1975 


(A) Summary of Significant Accounting Policies 

(1) Principles of Consolidation 

All of the Company's subsidiaries are wholly- 
owned and their accounts are included in the 
accompanying consolidated financial statements. 
All material inter-company balances and 
transactions have been eliminated. 

On March 1, 1974, the Company acquired 
certain assets of Beaver Falls Candy & 

Cigar Co., a wholesaler of candy, tobacco and 
related products for approximately $300,000. 
The transaction has been accounted for as a 
purchase and Beaver Falls' operations are 
included in the consolidated financial statements 
from the date of acquisition. 

(2) Inventories 

Inventories are stated at the lower of cost 
or market. Effective for the year ended February 
28, 1975, the method of determining cost for 
the cigarette portion of the Company's inventory 
was changed from the first-in, first-out method 
to the last-in, first-out method (see note B). 
Determination of cost for other items included 
in inventory is based upon the first-in, 
first-out method. 

(3) Property and Equipment 

The Company currently provides for 
depreciation and amortization over the estimated 
useful lives of the respective assets using 


annual rates as follows: 

Buildings and improvements. 35 to 45 years 

Vending equipment — purchased new 4 to 8 years 
Vending equipment — purchased used 4 to 6 years 

Office and other equipment. 10 years 

Automotive equipment . 4 years 


Depreciation is generally provided under the 
straight-line method for financial statement 
purposes whereas for income tax purposes the 
Company depreciates a substantial portion 
of its property and equipment under 
accelerated methods. 

The Company has entered into agreements 
with the State of Ohio and the City of Solon, 
Ohio to lease plant facilities located in Cincin¬ 
nati and Solon, Ohio financed with the proceeds 
from issues of Industrial Revenue Bonds. The 
leases expire in 1993 and 1997, respectively, 
with the Company having an option in the first 
lease and an obligation in the second to purchase 
the properties for a nominal amount at 
expiration. The leases have been recorded as 
purchases of properties which are being depre¬ 
ciated over their respective estimated useful lives. 

Maintenance and repairs are charged to 
expense as incurred. Costs of renewals and 
betterments are capitalized. At such times as 
properties are disposed of, the cost and accumu¬ 
lated depreciation thereon are removed from 
the accounts and any gain or loss on such 
disposition is reflected in the consolidated state¬ 
ment of earnings. 

(4) Intangibles 

Goodwill acquired prior to November 1, 1970, 
is not being amortized since there has been no 
diminution in value. Goodwill acquired subse¬ 
quent to October 31, 1970 is being amortized 
over a period of forty years in accordance with 
present accounting principles. 
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(5) Income Taxes 

Separate Federal income tax returns were filed 
by the Company and its subsidiaries for the year 
ended February 28, 1975. It is management's 
present intention to file a consolidated Federal 
income tax return for the year ended 
February 29, 1976. 

Management has reinvested the earnings of 
the subsidiaries therein and, therefore, no 
provision has been made in the accompanying 
consolidated financial statements for income taxes 
on their undistributed earnings which amounted 
to $14,735,216 and $13,070,759 at February 29, 
1976 and February 28, 1975, respectively. 

The tax benefits derived from the use of 
accelerated methods of depreciation for tax 
purposes have been deferred and will be payable 
when financial statement depreciation on these 
items exceeds tax depreciation. 

The Company accounts for the investment 
tax credit on the flow-through method. 

(6) Pension Plan 

The Company's policy is to fund actuarially 
determined pension costs. Past service costs 
are being amortized over 30 years. 

(7) Stock Options 

Under the qualified plan, there are no charges 
to income and no accounting entries are made 
until the options are exercised. Under the 
Performance Share Option Plan, the Company 
records a charge to earnings and a credit to 


additional paid-in capital for shares potentially 
earned, based on earnings performance levels 
achieved, to the extent the fair market value of 
such shares exceeds the option price at fiscal 
year-end. Upon exercise under both plans, 
the common share account is credited with the 
stated value of the shares issued and additional 
paid-in capital is adjusted to reflect the balance 
of the option price. 

(B) Inventories 

In 1975, the Company changed its method 
of determining cost for the cigarette portion 
of the merchandise inventory to the last-in, 
first-out (LIFO) method from the first-in, first- 
out (FIFO) method. As a result of the change, 
net earnings were reduced by approximately 
$99,700 or $.08 per share for the year ended 
February 28, 1975. 

Pro forma effects of the retroactive application 
of LIFO are not determinable, and there is no 
cumulative effect on retained earnings at the 
beginning of 1975. Management believes the 
LIFO method applied to the cigarette portion of 
the inventory achieves a better matching of 
current costs and revenues because of the 
continuing escalation in cigarette prices. With 
respect to the remaining inventories, management 
believes that because the cost of these items 
fluctuate with the upward and downward 
movements in basic commodities prices, the FIFO 
method of determining cost properly matches 
current costs and revenues. 

If all inventory costs were determined on the 
FIFO method, inventories would have been 
approximately $326,000 and $207,000 higher 
than that reported at February 29, 1976 and 
February 28, 1975, respectively. 

The inventories used in the determination of 
cost of goods sold were as follows: 


February 28, 1974 . $5,274,526 

February 28, 1975 . 5,577,654 

February 29, 1976 . 6,062,836 
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1976 


1975 


(C) Intangibles 


The amount shown for intangible assets 
consists of the following: 



1976 

1975 

Goodwill — vending 



companies purchased . .. 

. $7,541,652 

7,522,655 

Goodwill — non-vending . 

. 1,682,180 

1,695,432 

Other . 

15,090 

32,999 


$9,238,922 

9,251,086 


Goodwill, included in the above summary of 
$868,737 and $862,993 in 1976 and 1975, is being 
amortized and is shown net of accumulated 
amortization of $72,901 and $51,699, respectively. 

(D) Notes Payable and Long-term Debt 

A description of the long-term debt follows: 

1976 1975 

Note payable to a bank, 
payable in quarterly install¬ 
ments of $100,000 through 
July 1, 1981. Interest is at 
Vi°/o above the prime bank 
rate. The current rate of in¬ 
terest on this note is 7.25% . $2,200,000 2,600,000 

A 6V 2 % note to an institu¬ 
tional investor payable in 
annual installments of 
$320,000 with a final pay¬ 
ment of $300,000 due June 
1,1982. This note was issued 
with warrants, expiring June 
1,1977, to purchase 100,000 
common shares at $7 per 

share. 2,220,000 2,540,000 

Mortgage notes payable in 
various installments with 
interest rates varying from 

6 V 4 % to 7V4 % per annum . 239,237 264,282 


Notes issued in connection 
with the acquisition of 
Standard Cigar & Tobacco 
Co. payable in quarterly in¬ 
stallments of $37,520 
through August 1,1982, with 
interest at V 2 % above the 
prime bank rate but not to 
exceed 6%. The notes are 
secured by certain assets of 

Standard Cigar . 937,988 1,088,067 

Notes issued in connection 
with the acquisition of 
Beaver Fails Candy & Cigar 
Co., due June 1, 1975, to¬ 
gether with interest at 8% 

per annum. — 33,750 

Rental payments under long- 
term lease obligations. 

Rental payments are set at 
amounts sufficient to meet 
the semi-annual interest and 
principal requirements of 
two issues of Industrial Rev¬ 
enue Bonds as they become 
due. Such requirements will 
vary between $340,000 and 
$355,000 per year through 
1993 and approximate 
$270,000 thereafter to 1997. 

Interest rates vary from 
5V2% to 6% % depending 
on the term of the bonds. 

Principal amount . 3,960,000 4,055,000 

Total long-term debt . . $9,557,225 10,581,099 

Interest expense includes interest on bonds, 
mortgages and similar debt of $690,773 and 
$805,077 in the years ended February 29, 1976 
and February 28, 1975, respectively. 

The debt agreements contain restrictions on 
the Company with respect to maintenance of 
working capital, payment of cash dividends and 
use of cash for purchase or redemption of 
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common shares. The Company is in compliance 
with these restrictions. At February 29,1976 and 
February 28, 1975, retained earnings totaling 
$5,083,655 and $4,541,608, respectively, were 
free of such restrictions. 

There were no compensating balance arrange¬ 
ments during either of the years ended February 
29, 1976 or February 28, 1975. 

Land, buildings and certain equipment are 
pledged as security for mortgage notes and 
capitalized leases. Life insurance policies with a 
cash value of $256,489 at February 29, 1976, 
included under the caption "Other Assets" in the 
accompanying consolidated balance sheet, are 
pledged as security for certain long-term debt. 

The aggregate maturities of the long-term 
debt for the five years subsequent to February 
29, 1976 are as follows: 


1977 . $ 996,880 

1978 . 998,578 

1979 . 1,019,815 

1980 . 1,006,978 

1981 . 1,013,078 


The average amount of short-term debt 
outstanding during the year ended February 28, 
1975 was $123,500 with a related weighted 
average interest rate of 12.8%. The maximum 
amount of short-term debt outstanding during 
1975 was $1,000,000. There was no short-term 
debt outstanding during the year ended 
February 29, 1976. 


(E) Reserve for Lease Commitment 

In February 1970, a reserve was established 
representing the difference between the lease 
cost of the Company's former corporate head¬ 
quarters building and the estimated value to be 
recovered from the property for the balance 
of the lease period, net of income taxes. During 
the years ended February 29, 1976 and February 

28, 1975, $15,330 and $15,521 respectively, 
were charged to the reserve. 

(F) Stock Options 

Under the Company's qualified stock option 
plan, 1,200 common shares are reserved for 
issuance to key employees at not less than 
market value on the dates options were granted. 
All options granted under the plan were issued 
at amounts equal to the market value at date 
of grant and all options outstanding at February 

29, 1976 are exercisable through February 7, 
1977. Under provisions of the plan, no addi¬ 
tional options could be granted after April 

30, 1974. Details pertaining to this plan for 
1976 and 1975 are as follows: 



Number 

of 

Option Price 


Shares 

Per Share 

Total 

Outstanding, 

February 28,1974 16,434 

$5,500-10.625 

$144,105 

Cancelled . 

(500) 

8.250-10.625 

(4,837) 

Outstanding, 

February 28,1975 15,934 

5.500-10.625 

139,268 

Expired . 

(14,734) 

5.500- 9.250 

(126,518) 

Outstanding, 
February 29, 1976 

1,200 

10.625 

$ 12,750 


20 



























On June 26, 1973 the Board of Directors 
adopted a Performance Share Option Plan 
reserving 100,000 shares for issuance to key 
employees. 75,000 of these shares are reserved 
for issuance at not less than market value on the 
dates options are granted. The remaining 25,000 
shares are reserved for issuance at a per share 
option price not less than 10% of the market 
value on the dates the options are granted. 
Options are exercisable in full or in part on the 
basis of the Company's earnings performance 
over a three year period, commencing with the 
year in which the option is granted, and expire 
ten years from the date of grant. Details 
pertaining to this plan for 1976 and 1975 are 
as follows: 


Number 

of 

Shares 


Option Price 
Per Share Total 


Granted during 1974 


and outstanding, 

February 28, 1974. 28,040 $5.625-6.875 $191,775 

Cancelled . (960) 6.875 (6,600) 

Outstanding, 

February 28, 1975. 27,080 5.625-6.875 185,175 

Granted. 19,950 5.125 102,244 

Cancelled . (2,380) 5.125-6.875 (14,578) 

Outstanding 

February 29, 1976. 44,650 5.125-6.875 $272,841 


With respect to the Performance Share Option 
Plan, options to 25,720 shares granted in 1974 
became exercisable based on earnings perform¬ 
ance for the three years ended February 29,1976. 
All options granted under the plan have been 
issued at amounts equal to the market value 
at date of grant. 


(G) Pension Plans 

Pension expense under the General Employees' 
Retirement Plan of the AAV Companies 
totaled $69,869 in 1976 and $74,794 in 1975. 
Unfunded prior service costs approximated 
$254,000 and $294,000 at February 29, 1976 
and February 28, 1975, respectively. At February 
29,1976 the assets of the pension fund exceeded 
the actuarially computed value of vested 
benefits under the plan. 

The Company and its subsidiaries also con¬ 
tribute to various trusteed pension plans under 
union agreements. The aggregate cost for these 
plans was approximately $143,000 and $122,000 
in 1976 and 1975, respectively. The Company 
has no past service liability under these plans. 

The effect of the Employee Retirement Income 
Security Act of 1974 on the cost of the Com¬ 
pany's pension plan has not yet been actuarially 
determined. Any increase resulting from 
amendments necessary to conform the plan to 
the new act will not be effective until the 
fiscal year ending February 28, 1977. Contem¬ 
plated increases in pension plan costs would not 
be material to the Company's consolidated 
financial position or results of operations. 

(H) Income Taxes 

Income tax is made up of the following 


components: 

u.s. 

Federal 

State and 
Local 

Total 

1976: 

Current. 

. . 51,386,300 

160,700 

1,547,000 

Deferred . 


— 

— 


$1,386,300 

160,700 

1,547,000 

1975: 

Current. 

. . $1,380,400 

171,600 

1,552,000 

Deferred . 

66,400 

14,100 

80,500 


51,446,800 

185,700 

1,632,500 
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Deferred tax expense resulting from 
timing differences in the recognition of revenue 
and expense for tax and financial statement 
purposes was not material in 1976. In 1975, the 
sources of these differences and the tax effect 


of each are as follows: 

1975 

Excess of tax over book depreciation. $89,773 

State income taxes not deductible 
for Federal income tax purposes 

until following year. (13,681) 

Tax over book gain on sale of fixed assets . (14,237) 
Rent and other expenses under lease 
commitment, previously expensed 

on books. 15,521 

Miscellaneous items . (10,976) 

66,400 

Deferred state income taxes on 

timing differences .. 14,100 

Total deferred tax. $80,500 


Total tax expense in 1976 is less than the 
amount computed by applying the U. S. Federal 
income tax rate of 48% to earnings before tax. 

In 1975 the total tax expense was more than 
the computed amount. The reasons for these 
differences are as follows: 


1976 1975 


Computed "expected" 
tax expense . 

$1,614,570 

1,623,503 

Increase (reduction) in taxes 
resulting from: 

Investment tax credit 
on asset purchases. 

(148,274) 

(97,689) 

Surtax exemptions .. . 

(13,500) 

(24,518) 

State and local taxes, 
net of Federal income 
tax benefit. 

83,564 

96,564 

Non-deductible life 
insurance expense .. 

12,494 

11,403 

Amortization 

of goodwill . 

10,175 

10,514 

Miscellaneous items .. 

(12,029) 

12,723 

Actual tax expense 

$1,547,000 

1,632,500 


(I) Lease Commitments 

In addition to the lease commitments recorded 
as debt as described in notes D and E, the 
Company and its subsidiaries occupy certain 
facilities under lease arrangements, all of which 
are considered operating leases. Rental expense 
under such arrangements amounted to $75,318 
and $64,718 in 1976 and 1975, respectively. 

A summary of the noncancellable commit¬ 
ments under these leases is as follows: 

1977 . $ 68,518 

1978 . 58,318 

1979 . 57,818 

1980 . 50,318 

1981 . 39,818 

1982-1986 . 126,181 

(J) Earnings Per Share 

Earnings per common and common equivalent 
share have been computed based on the weighted 
average number of common shares outstanding. 
The calculation assumes the exercise of stock 
options (note F) and warrants (note D) with the 
proceeds used to purchase common shares of 
the Company at the average market price 
throughout the periods where assumption of 
such exercise would have a dilutive effect 
on the calculation. 
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Accountants' Report 


The Board of Directors and Shareholders 
The AAV Companies: 

We have examined the consolidated balance 
sheets of The AAV Companies as of February 29, 
1976 and February 28,1975, and the related 
consolidated statements of earnings, share¬ 
holders' equity and changes in financial position 
for the years then ended. Our examination was 
made in accordance with generally accepted 
auditing standards, and accordingly included 
such tests of the accounting records and such 
other auditing procedures as we considered 
necessary in the circumstances. 


In our opinion, the aforementioned consoli¬ 
dated financial statements present fairly the 
financial position of The AAV Companies at 
February 29,1976 and February 28,1975 and the 
results of their operations and changes in their 
financial position for the years then ended in 
conformity with generally accepted accounting 
principles applied on a consistent basis. 

Cleveland, Ohio 
April 21, 1976 


Shareholders may obtain a copy of the Company's Form 10K Annual Report as filed with the 
Securities and Exchange Commission by writing to: 

Irving L. Kaplan 
Senior Vice President 
The AAV Companies 
31100 Solon Road 
Cleveland, Ohio 44139 
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Principal Subsidiaries and Divisions 


District of Columbia 

Standard Cigar & Tobacco Division 

Florida 

Jacksonville 

AAV-United Service Company 

Illinois 

Chicago 

AAV-Pure-Nap Products Company 

Indiana 

(South Eastern) 

Wagg Service Company 

Kentucky 

Louisville 

Southern Music Company 
Wagg Coffee Service Company 
Wagg Service Company 

Maryland 

(South Central) 

Standard Cigar & Tobacco Division 

Michigan 

Detroit 

Market Music Company 
Market Vending Company 
Robot Services Company 

Ohio 

Cincinnati 

American Coffee Service Company of Cincinnati 
Stern Amusement Company 
Stern Music Company 
Stern Vending Company 


Cleveland 

Ace Tobacco Company 

American Coffee Service Company 

American Food Services Company 

American Nursing Home Consulting Company 

American Product Development Company 

American Vending Sales Company 

Emslee Products Company 

Hospital Specialty Company 

Swifty Food Company 

Columbus 

Ace Vending Company 

American Coffee Service Company of Columbus 
Dayton 

AAV-Corson Service Company 
Hamilton 

Butler County Vending Company 
Toledo 

American Coffee Service Company of Toledo 
Star Vending Company 

Pennsylvania 

Beaver Falls 

Beaver Falls Candy & Cigar Division 

Virginia 

(North Eastern) 

Standard Cigar & Tobacco Division 
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